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THE RENT CONCEPT, NARROWED AND 
BROADENED. 

SUMMARY. 

Manufacture and agriculture may be reduced to a common de- 
nominator; manufacture is merely a more highly intensive form of 
utilizing the forces and products of nature, while land plays the same 
r61e in each form of industry, 48-50. — Rent depends upon absolute and 
relative position as to a market, and is sharply differentiated from 
interest, 51-53 — "Land" rent is, however, only one kind of rent; the 
various forms of economic privilege also give rise to rents, 54-61. 

One of the fundamental tenets of the older economists 
was the distinct separation from the standpoint of eco- 
nomic science of agriculture from manufacture, of soil 
fertility from capital. The early economist saw clearly 
the prominent r61e which natural powers played in agri- 
culture, but he did not as definitely perceive the aid which 
they also furnished to manufacture. The concept that 
soil fertility is a peculiar and unique natural gift which is 
due solely to natural forces is a result of inherited ideas 
derived from experience with a primitive form of agricult- 
ure; but in a more advanced stage of civilization it is 
clearly seen that the fertility of long cultivated but still 
"good" lands is highly artificial. Agriculture in an early 
stage was, and still is, in many localities, chiefly a method 
of appropriating the natural fertility of the soil, but primi- 
tive manufacture was likewise, in the main, appropria- 
tion of natural growths and products which were modified 
but slightly by labor and capital. The rude weapon of 
the savage is a natural growth, — a limb of a tree or a stone 
somewhat modified by the application of labor and per- 
haps of capital as well. The first agricultural product 
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was nothing more nor less than the fruits of such a com- 
bination. As we pass from primitive conditions, capital 
and labor have been rapidly pushed into the foreground 
of manufacturing industries; but these elements have 
also been gaining in prominence in agriculture. If differ- 
ence there is, it is surely one of degree rather than of 
kind. Alongside of frontier extensive appropriative agri- 
culture in the United States there existed frontier appro- 
priative manufacture, — the building of the rude wagon 
and house and the construction of the primitive plough. 

Manufacture has outstripped agriculture; and, in the 
latter, the work of nature is more evident to the ordinary 
observer. This condition has led to the extreme differ- 
entiation of the two in economic theory and to the at- 
tempt on the part of the theoretical economist to formu- 
late distinct economic laws for each. Our vision is clouded 
by past discussions and by superficial differences. We 
must try to shove those difficulties and obstacles to one 
side, and look below the surface unbiassed, as far as may 
be, by the past. Both agriculture and manufacture re- 
quire a market, both ask for the co-operation of natural 
forces, capital and labor; and in both, as progress con- 
tinues, the relative need of capital and labor increases. 
Different kinds of land, environment, topography, and 
climate, have different products or rotations of products 
for which they are best adapted, exactly as certain grades 
of iron or coal or certain machines are best adapted to 
certain uses. Both factories and farms are subject to 
deterioration; both call for a depreciation fund. Varying 
amounts of capital and labor, per unit of area of ground 
space, may be profitably utilized on various kinds of land 
and in different sorts of manufacture. In intensive agri- 
culture the soil is made just as truly as is the factory 
building formed. The soil is spread over a definite sup- 
porting area, exactly as the machine shop covers a defi- 
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nite area. A farmer may increase his gross product by 
cultivating more land or by utilizing his present area 
more intensively. Likewise, a manufacturer may build 
another building or he may add another story to his ex- 
isting building. The considerations which lead him to 
make his decision are similar to those which appeal to the 
farmer. The law of diminishing returns for a given area 
must apply equally to both agriculture and manufacture. 
Increase in population and wealth have made possible 
the sky-scraper, the well-ballasted and well-equipped 
railroad, and the large steel plant; but these two factors 
have also produced the fertile, intensively cultivated 
market garden. There is no greater difference between 
the modern office building and its predecessor of three- 
quarters of a century ago than there is between the well- 
cultivated market garden of to-day and the frontier farm 
of that earlier period. Excessive and unusual importa- 
tion of agricultural products causes disaster to overtake 
the farmer just as large importation of manufactured 
articles affects adversely the home manufacturer. In 
brief, manufacture is a highly intensive form of utilizing 
the products and forces of nature; agriculture is a less 
intensive form. "Agriculture and manufacture are simply 
two different ways of utilizing the forces of external 
nature." * 

Altho agriculture and manufacture may be reduced to a 
common denominator, in that both merely utilize natural 
forces and materials through the co-operation of land, 
labor, and capital, practical obstacles make extremely dif- 
ficult the separation of capital from land in agriculture. 
At the time when the economists of the opening and the 

1 Commons, Distribution of Wealth, p 137. In the Report of a Committee of 
the House of Commons (1813) is found this statement. "For if the agricultural 
capital is considerably increased, its effects on the quantity produced and the 
expense of production, and also in lowering prices, will be just the same as when 
employed in manufacture." Quoted in Economio Journal, vol. u. pp. 58-59. 
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middle portion of the last century wrote, urban land andl 
city land rents were of relatively and absolutely less im- 
portance than to-day; and at that time manufacture was 
only on the threshold of the factory era. On this account 
their attention was naturally directed almost exclusively 
to agricultural rents. To-day, however, there is no valid 
excuse; imitation and lack of initiative alone have kept, 
us in the beaten paths. When studying the phenome- 
non of land rent, urban land and land used in manufact- 
ure and commerce rather than that utilized for agri- 
cultural purposes should be considered. Writers, who 
persist in studying agricultural rents are investigating the 
more obscure manifestations of rent phenomena. In the 
case of land used in manufacturing or commercial enter- 
prises, the separation of land from capital is, except in 
unusual cases, not difficult of achievement; it is not easy 
to conceal the marked differentiation between the two. 
The true function of all land is, in fact, reduced to that of 
land in a city; namely, to that of furnishing a site upon 
which to do business. The value of the site depends upon 
the "market opportunity" which it offers. 1 It has been 
objected that this is an application of the "term land to 
something which is not economic at all." 2 Surely, this 
critic overlooked the existence of city land; or, is city 
land non-economic? 

Altho much of our economic analysis is vitiated by 
the sharp distinction drawn between agriculture and 
manufacture, between the soil and its processes, on the 
one hand, and the factory and its technic, on the other, 
some economists have gone to the opposite extreme, and 
have tried to merge the concepts of rent and interest. 
Land is considered to be a form of capital. "Pure capital 

1 See Commons, Distribution of Wealth. 

2 Johnson, Publications of American Economic Association, November, 1902, 
p. 43. 
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stays longer in some forms than in others. It remains 
for an instant in steam and for an hour in the fuel that 
generates it. It stays for weeks in unfinished products, 
for years in the machines that made them, and for decades 
in the buildings that house them. How long may it re- 
main in the land under the building? Here, indeed, is an 
exception to the rule of endless wandering. Pure capital 
that vests itself in land is at liberty to stay there indefi- 
nitely." x Does not this statement indicate that a line of 
demarcation must be drawn between land and capital? 
Here is something which does not need to be renewed, 
which does not suffer depreciation, which does not wear 
and waste away. According to Clark there are four 
kinds of utility which give value to land as defined by 
him, namely : (a) fertility due to drains, irrigating canals, 
etc.; (b) fertility due to enrichment of the surface loam; 
(c) accessibility through better transportation, and (d) ab- 
solute local proximity to markets. The first three are 
called manufactured utilities; the fourth, a monopoly 
factor. 2 Several points must be noted in regard to this 
analysis. The first two factors, or "manufactured" util- 
ities, are in old communities due in a large measure to the 
efforts of the present or former cultivators of the land. 
The last two factors are produced by growth of markets. 
Pure capital does not inhere permanently in the first two 
factors; both are subject to depreciation and need renewal 
as does a machine. The last two factors, on the other 
hand, are not in themselves subject to wear and tear. 
They do not deteriorate as a result of constant or irregular 
use. The properties of the two pairs of utilities are es- 
sentially different. Again, in the case of city building 
sites, the importance of the first two factors, except in 
peculiar cases, falls to practically zero. On the contrary, 
the relative and the absolute position of land which depends 

1 J. B. Clark, Capital and its Earnings, p. 15. 2 Ibid., pp. 46 and 47. 
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upon the development of methods of transportation and 
communication, and upon the growth of population and 
capital, rises to a position of great importance in the deter- 
mination of the value and utility of land in cities. The 
important elements in purely agricultural land which tend 
to merge and confuse the practical distinction, between 
capital and land are removed in the case of city land. Of 
course, land used near the margin for manufacture or for 
residences may offer, if fertile, an alternate use for gar- 
dening. This can have, however, no very appreciable 
effect on landed property not situated on the outskirts of 
a city. 

On the one hand, then, a large portion of the value of 
agricultural land, in long-settled regions, is given it by the 
men who have tilled the soil; but in the cities, on the other 
hand, the value of the land is due to social action and con- 
ditions. Land when used for agricultural purposes con- 
sists of two distinct elements, — one which does and one 
which does not obey the laws of capital, as stated by 
Clark. Land used for non-agricultural purposes derives; 
its utility from economic factors which do not obey the 
laws of capital. Logically, as a result of this fact, it is- 
necessary to restrict the meaning of the term "land," 
when used in connection with agriculture. Soil and all 
improvements of all kinds in or upon the land area must 
be called capital, as they obey the laws of capital. Land 
in its proper sense furnishes standing room and situation 
with regard to markets. 1 According to this definition, 
land performs the same function in agriculture as for all 
non-agricultural purposes. Rent for land is made a, 
nearly homogeneous concept. It depends upon absolute 
and relative position as to a market. Interest now cor- 
responds to the product of pure capital, independent of the 
industry in which its concrete components are employed. 

1 Commons, Distribution of Wealth. 
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Up to this point the discussion has tended to narrow 
the concept of rent and to differentiate it from interest. 
Now it is necessary to broaden the concept in other direc- 
tions. "Rent is always present in any complex society, 
■disguised, however, as a funded income and sold on the 
investment market as though it were interest on capital 
goods." 1 "It is, then, land and other opportunities, not 
fixed capital, to which the law of rent is properly applied. 
Those opportunities as well as land are social and legal 
relations." 2 

The two forms of income, rent and interest, are, accord- 
ing to this analysis, subject to entirely different economic 
laws. One is a return from concrete capital actually sunk 
in the business, manufacture, commerce, or agriculture; 
and this return is subject to the action of competition 
"which fixes it at the current or market rate of interest. 
The other kind of income, on the contrary, comes into 
existence because the product is produced in connection 
with a market. Situation or some business advantage, 
legal or personal, has given the manager of this business a 
strategic position. Men who control land in proximity 
to markets, or who control the most available means of 
transportation of goods into markets, are able to capitalize 
those opportunities or privileges and to levy toll upon the 
people who buy and sell in the markets thus controlled. 
In short, they are able to obtain a return in excess of 
the interest rate on the capital invested. 

"When we have inquired what it is that marks off land 
from those material things which we regard as products 
of land, we shall find that the fundamental attribute of 
land is extension." 3 But Professor Commons has pointed 
out that mere extension is of value only when considered 
in connection with the sale or consumption of the products 

i Patten, Theory of Prosperity, p. 134. 2 Commons, Ibid., p. 168. 

3 Marshall, Principles of Economics, chap. 11. sect. vm. 
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to which the quality of extension furnishes standing room. 
Situation with regard to markets, not mere extension, 
causes value to be attributed to land. Land is in a sense 
produced, but it differs from a tool in that it occupies of 
necessity a certain fixed space, in that it stands in certain 
peculiar relations to markets, which relations cannot 
be duplicated. This peculiarity, which is in a sense a 
monopoly privilege, is a factor entering into the price of that 
piece of land. Johnson asserts that ground rent is, or 
may be, competitive, and hence he concludes "that there 
is a fundamental difference between the so-called rent of 
monopolies and the rent of land." 1 This implies a con- 
tradiction of terms. If we abstract from the popular term 
"land" the elements which truly belong to capital, what 
causes value to adhere to land proper? It is the very 
fact of a lack of competition. In so far as one land area, 
as land, is more valuable than another (that is, produces a 
higher rent than another), to that extent is its situation as 
regards a market more desirable. If all land areas were 
equally desirable in location as regards markets, pure 
land rent would, up to the present time, probably be an 
unknown phenomenon. All franchises, rights of way, 
patents, monopoly privileges, and business advantages, as 
well as land, stand in peculiar relations to markets. Their 
value is due to the exclusive and peculiar position which 
they occupy. The conditions and relations which they bear 
to particular or to all markets cannot be duplicated or 
reproduced. 

This monopoly power has come into being because of the 
existence of a complexly organized society. Aggrega- 
tions of people lay the foundations for exchange of products, 
and a market results. This market is chiefly the result of 
the existence and efforts of aggregates of people of a certain 
degree of culture and civilization. While a market for a 

1 Publications American Economic Association, November, 1902, p. 109. 
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certain class of goods may apparently be built up solely 
through the efforts of certain individuals, the demand for 
these goods, if analyzed carefully, will be found to be due 
to the fact that a population of a certain degree of culture 
and civilization lives in proximity to the plant producing 
the goods. In every case there is a sort of co-operation 
between producers and society. A considerable portion 
of any surplus return over interest is due to society, not to 
the individual or the corporation operating the business. 
Good will, for example, is not solely and purely the result 
of individual sagacity, honesty, or affability: it depends 
in no small measure upon the fact that there is a market 
for the vendor's goods. It is as much dependent upon the 
characteristics of the general public as upon the personal 
equation of the individual business man. Both business 
man and general public are essential and co-ordinate factors 
in the formation and continuation of "good will." The 
capitalization of all market opportunities or intangible 
rights and privileges is simply the capitalization of a semi- 
social product, altho the portion attributable to society 
is greater in some cases than in others, and, when viewed 
from the practical standpoint of taxation, the returns 
from such capitalization should be subjected to different 
considerations from those bearing upon the return from 
capital. 

"It thus appears that in the case of a purely industrial 
monopoly there does accrue an 'unearned increment,' which 
varies in amount as between corporations with their age, 
their location, and their past financial history, and it is 
certainly just that the rate of taxation should vary with the 
more or less advantageous situation of the corporation in 
question." 1 "In the case of quasi-public industries the 
State should share with the companies in the constantly in- 
creasing value of the franchises it grants." 2 "While it is 

1 Adams, Finance, p. 466. ' Ibid , p. 466. 
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true that the influence of social development upon the 
increase and decrease of land values may be more clearly- 
traced than in other property, it is a mistake to assert that 
this influence is confined to landed property." 1 No dis- 
tinction, in kind, should be drawn between the surplus 
or "unearned increment," whether arising from landed 
property, public service corporations, or ordinary business 
corporations. In fact, a tax on land values, minus all 
values due to buildings, or improvements of any nature 
whatsoever, is in the nature of a franchise tax. The right 
to occupy and possess land to the exclusion or displace- 
ment of others is "a right conferred by government of 
conducting an occupation either in particular way or 
accompanied with particular privileges." This is Profes- 
sor Seligman's definition of a franchise. Unless legal 
quibbling is resorted to, this may be applied to residence 
property as well as to that used for business purposes. 
This conception may be extended so as to cover practically 
every form of market opportunity. 

In 1814 David Buchanan observed: "The profit of a 
monopoly stands on precisely the same foundation as rent. 
A monopoly does artificially what in the case of rent is 
done by natural causes. It stints the supply of the market 
until the price rises above the level of wages and profit." 2 
Professor Patten urges that the state is undoubtedly a 
partner in all industry, and as such is justified in taking 
a share of the surplus produced. A tax may be considered 
to be a share in a surplus produced. 3 If this theory of 
taxation is valid in the case of industries subjected to com- 
petition and unprotected by any artificial or monopoly 
privilege, its validity surely cannot be questioned in the 
case of those industries in which monopoly does exist. 

1 Adams,' Finance, p. 427. 

'Quoted by Cannan, Distribution and Production, p. 222. 

• Dynamic Economics, p. 106. 
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To argue that all industrial enterprises contain elements 
of monopoly does not affect the contention. 

In so far as ownership of land, possession of franchises, 
patents, good will, or any other kind of special privilege 
or opportunity exists, to that extent is a favored individual 
or corporation raised above the attacks of competition. A 
surplus is received which may be called "market opportu- 
nity rent," or simply rent. If the value of all improve- 
ments of any kind whatsoever is excluded, land rent is a 
market opportunity rent. All returns from special market 
opportunities, monopoly gains, or "forced" gains of any 
sort, may be reduced to a common denominator and held 
to be subject to similar considerations. Accordingly, 
the theoretical economist and the student of taxation 
must divide what the practical man ordinarily terms 
"capital" into two classes, — capital and the capitalized 
value of market opportunity rent. The rate of capitali- 
zation of market opportunity rents will vary chiefly with 
the probability of the permanency of such income. In a 
business where good will or extraordinary ability is re- 
quired and exercised, thereby bringing in large returns, 
the capitalization will of course be less for a given market 
opportunity rent than in the case of perpetual or long-time 
franchises or of ownership of land. 

The income received by individuals who are engaged 
in industrial or professional work may be subjected to a 
similar classification. Every man receiving an income 
greater than that received by the marginal man in that 
particular group, really receives wages and a rent due to 
personal ability, but which may justly be called a market 
opportunity rent. A skilled worker, for example, expends 
a certain amount of capital, time, and energy in acquiring 
his trade. The value of his services to the community is, 
in some measurable degree, proportional to the difficulty 
in attaining entrance to his trade. There is a minimum 
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wage payment for all men in a given trade in a given 
locality; this is ordinarily pure wages. The amount of 
any wage payment over and above this minimum may be 
considered to be a rent. This minimum wage may also 
contain an element of rent, as in the case of a strong union 
which is able to raise the wages for a certain trade or 
group of workers. As a rule, this personal ability rent 
never reaches a high figure except in case of certain pro- 
fessional men or salaried officials. 

Extraordinary skill or ability is not solely an individ- 
ual product. The school, the library, the press, the in- 
fluence of others, the inheritance of culture, civilization, 
material wealth, and a thousand other social forces, have 
all aided in making the individual what he is. His ser- 
vices are also of value only in view of a market. This 
so-called personal ability rent is closely associated with 
rent of land or with the rent received from a patent right; 
all are semi-social products, all are market opportunity 
rents. These are returns in the production of which so- 
ciety plays a prominent part. 

The owners of such legal monopolies as patents and copy- 
rights are protected in their rights for only a limited term 
of years. At the end of this definite period the value of 
the business built upon this monopoly falls to the capital, 
or reproductive, value of the plant, unless some other ad- 
vantage is enjoyed by the company. In the case, however, 
of the possession of some so-called natural monopolies, such 
as land or rights of way, this advantage becomes perma- 
nent, and is capitalized at a low rate of interest; that is, at a 
high value. Other trade advantages, such as good will, per- 
sonal ability of the entrepreneur, or trade secrets, are much 
less stable and less certain of permanence, and are capital- 
ized at a higher rate of interest, that is, at a lower value 
relative to income. It has been pointed out that, if copy- 
rights were granted in perpetuity, there would be a very 
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wealthy family of Shakespeares, descendants of the illus- 
trious William, receiving a princely revenue as a conse- 
quence of the genius of a man who lived many generations 
ago. Why should not the benefits of a patent accrue to 
the patentee, his heirs and assignees forever, as well as 
those derived from the ownership of a valuable piece 
of land or of mining property or of a railroad right of 
way? If the effect of inherited bias could be obliterated, 
as of course it cannot, if we could look at this matter 
with an unprejudiced eye, the similarity between these 
various kinds of privilege would be recognized, and the 
various incomes derived therefrom would be classified in 
one group. 

The man who develops a mine or who takes up new farm 
land stands in a similar position to that occupied by the 
inventor or the author. He performs a valuable service 
to society, which service is accompanied by more or less 
risk of pecuniary loss, and which, if extraordinary gains 
are to be received, ordinarily requires a high degree of en- 
ergy, foresight, and personal initiative. The world needs 
the services of men possessed of these qualities; they 
should be well rewarded. If successful, if they have 
chosen the right mines or farms, if they have developed 
these in such a manner that the mines or the farms produce 
good or unusually large outputs, extraordinary rewards 
should accrue to these individuals, temporarily at least. 
But after the mine or the farm has reached a firm business 
basis, after the experimental stage is passed, the pressing 
need for the payment of extraordinary returns by society 
is removed. A railroad, for example, when first built, in- 
volves risks of various kinds. Undoubtedly, the builders 
of a railroad should for a term of years be well rewarded, 
exactly as the inventor of some valuable appliance or 
process should be. But it should be clearly recognized 
that the extraordinary returns which may for a term of 
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years be considered as a payment for risk must finally be 
transmuted into market opportunity rent. The recog- 
nition of this modification in the nature of such returns 
is as important to the student of the monopoly problem 
or of tax reform as it is to the theoretical economist. 

If the analysis herein presented is adequate, a sharp 
line of demarcation may be drawn between interest and 
"market opportunity rent," or rent. The concept of rent 
as applied to a return received from land is narrowed to 
include only that portion of the total return which is due 
to situation in respect to a market, or, in other words, 
to that which is due to land considered as an area upon 
which to carry on industrial operations or to perform ser- 
vices which are demanded by society. On the other hand, 
the concept is broadened so as to include all returns which 
are due to special privileges, — to market opportunities 
of all kinds. Land rent in its restricted sense is only one 
form of "rent." Rent is an income received because of 
the existence of some economic privilege or desirable 
market opportunity which is not susceptible of deprecia- 
tion in the sense of physical wear and tear. 

Frank T. Carlton. 
Albion College. 



